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CURRENCY  AND  BANKING  PROBLEMS 

OF  THE 

UNITED  STATES. 


By  MR.  A.  B.  STICKNEY, 

President  of  the  Chicago  Great  Western  Railway  Company. 


A Paper  Read  at  the  Iowa  Bankers’  Association,  June  15,  1899. 

Mr.  Chairman  and  Gentlemen  of  the  Iowa  Bankers’  Association: 

I am  iavited  to  address  yon  upon  ‘‘The  Currency  and  Banking 
Broblems  of  the  C^nited  States.”  I shall  begin  by  considering 
what  is  the  currency.  Gold  and  silver  coins,  national  bank  notes, 
and  the  various  treasurv  issues  are  usuallv  regarded  as  the  cur- 
reucy  of  the  United  States.  These  things  constitute  the  money 
of  the  United  States,  but  it  is  mv  contention  that  thev  do  not,  in 
fact,  constitute  the  curreucv  which  is  the  real  medium  of  ex- 
change  of  commerce. 

CREDIT  IS  THE  CURRENCY. 

To  understand  the  nature  and  the  use  of  curreucv,  and  the  dis- 
tinction  between  currency  and  money,  we  must  go  back  to  their 
origin.  Currency  is  the  child  of  commerce  (as  distinguished  from 
barter),  and  commerce  is  the  offspring  of  the  division  of  labor. 

To  illustrate  the  relationship  between  the  division  of  labor, 
commerce  and  currency,  in  as  simj)le  a form  as  possible,  let  us 
trace  the  successive  steps  in.  say,  the  history  of  Rol)inson 
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Crusoe,  on  his  island.  It  is  evident  that  as  lony  as  he  was  alone 
he  had  no  use  for  eiirrenev,  luM-ause  there  was  no  one  to  trade 
with,  ('urreiiev  has  no  use  or  value  excent  in  trading;'.  hen 
another  imui  was  washed  ashore  then  there  were  two  iahahit- 
aiits,  and,  as  it  only  takes  two  to  make  a trade,  they  eonld  trade; 
that  is,  tliey  eonld  exehanye  the  things  which  one  had  in  excess 
of  his  re(inireinents  for  those  thinj;s  which  the  other  had  in  excess 
of  his  reqnirenients.  Such  ti  adinji'  is  barter,  and  does  not  r(^quire 
the  use  of  currency,  lint  when  the  po})nlation  of  the  island  had 
increased  there  wonld  naturally  arise  a division  of  the  lalior  of 
prodnction;  that  is  to  say,  some  wonld  be  fanners  and  othei-s 
ine(dianics.  The  wheat  raiser  wonld  want  to  pay  the  blacksmith 
and  the  shoemaker,  and  all  the  dilfereiit  mechanics,  in  wheat,  and 
it  wonld  take  a j>Teat  deal  of  his  time,  and  therefore  be  very  ex- 
pensive, to  carry  Avheat  and  divide  it  ont  in  exact  payments  to 
each,  llesides,  when  he  j-ot  to  the  blacksmith,  he  miyht  find  that 
some  other  wheat  raiser  was  ahead  of  him,  and  had  tilled  the  de- 


mand, so  that  the  blacksmith  wonld  not  take  his  wheat. 

When  the  population  of  the  island  and  the  division  of  labor 
had  reached  this  stage,  there  was  an  economical  necessity  to  in- 
vent or  discover  some  means  to  make  the  same  exchange  of  prod- 
ucts without  the  enormous  expense  (waste  of  time)  of  barter. 
This  economic  necessity  produced  the  merchant  and  commerce. 

XoAv,  the  object  of  commerce  is  to  make  the  same  kind  of  ex- 
changes; that  is  to  say,  to  exchange  one  i>rodnct  of  labor  (like 
wheat)  for  another  product  of  labor  (like  shoes).  The  only  dif- 
ference between  barter  and  commerce  is,  that  snch  an  exchange 
in  barter  is  made  directly,  onh'  requiring  one  transaction  to  com- 
plete it,  while  in  commerce  snch  an  exchange  is  made  indirectly, 
requiring  three  transactions  to  comi)lete  the  exchange.  In  barter 
the  wheat  raiser  meets  the  shoemaker,  and  exchanges  his  wheat 
for  shoes;  in  commerce  the  wheat  raiser  takes  his  wheat  to  the 
merchant,  and  exchanges  wheat  for  currency,  then  at  his  con- 
venience he  goes  to  the  shoemaker  and  exchanges  currency  for 
shoes.  By  these  two  transactions  the  wheat  raiser  has,  in  effect, 
exchanged  his  wheat  for  shoes,  but  it  takes  still  another  trans- 
action before  the  shoemaker  has  exchanged  his  shoes  for  Avheat. 
The  exchange  is  not  therefore  completed  until  the  shoemaker  has 
exchanged  Avith  the  merchant  the  currency  Avhich  he  had  re- 
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ceiA'ed  from  the  Avheat  raiser  for  Avheat.  The  question  is. 
What  Avas  the  currency  Avhich  the  first  merchant  gave  in  exchange 
for  Avheat?  Evidently  nothing  but  a promise  that  he  would  de- 
liver Avheat  to  any  shoemaker  that  the  wheat  raiser  might  give 
an  order  to;  or,  in  other  words,  the  merchant  gave  the  Avheat 
raiser  a credit,  just  as  your  banks  give  a credit  for  money  de- 
posited. The  currency,  therefore,  used  in  this  transaction  Avas 
credit. 

In  the  same  Avay,  the  first  merchant  took  into  stock  the  sur- 
pluses of  all  the  other  food  produccu's  in  exchange  for  the  same 
currencA' — credit. 


MONEY  IS  A TOKEN  OF  CREDIT. 

Blit  at  this  jHiint  there  Avas  a difliculty.  Writing  and 
bookkeeping  Avere  unknown  arts,  and  in  a little  while  the  ac- 
counts became  too  voluminous  and  complicated  to  carry  in  the 
memory,  and  to  meet  the  emergency  another  iiiA’ention  became 
necessarv. 

The  genius  of  the  merchant,  solely  for  the  purpose  of  keeping 
his  accounts,  imented  the  plan  of  giA'iug  each  producer,  in  ex- 
change for  his  products,  tokens,  each  representing  a unit  of  value. 
The  currency  remained  the  same.  These  tokens  Avere  nothing 
but  evidence  of  the  currencv. 

But  this  discovery  of  representing  indebtedness  or  credit  by 
tokens  Avas  the  discoverv  of  iiioneA’.  Mouev  is  therefore  onlv  a 
token — an  evidence  of  indebtedness — a representation  of  credit. 

It  is  easy  to  be  seen  that  at  the  beginning  of  commerce  credit 
w^as  the  real  currency.  But  credit  is  an  imisible,  intangible  qual- 
ity, while  the  tokens  representing  credits  are  Ausible  and  tangi- 
ble, and  by  a process  common  to  the  human  mind,  just  as  the 
children  of  Israel  Avdien  they  had  set  up  a golden  calf  to  represent 
the  true  but  invisible  God  soon  began  to  regard  the  calf  which 
they  could  see  as  the  real  God,  so  mankind  have  come  to  regard 

the  visible  tokens  of  credits  as  the  real  currencv. 

% 

To  regard  money  as  the  currency  is  to  regard  the  evidence  of 
ownershij)  as  the  thing  itself. 

Noaa%  what  was  first  used  as  tokens  of  credit  nobody  knows. 
Washington  IrA’ing  tells  how  the  early  Dutch  settlers  of  New 
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York  tried  the  experiment  with  periwinkle  shells.  But  what- 
ever the  first  merchants  ivay  have  used,  it  was  undoubtedly 
something  of  little  cost,  and  easily  duplicaled  or  counterfeited. 
If  the  first  tokens  were  periwinkle  shells,  it  probably  did  not  take 
the  lazy  and  vicious  long  to  discover  that  it  was  easier  to  hunt 
periwinkle  shells  than  to  produce  corn,  wluiat  or  manufactured 
products,  and  jnst  as  the  Connecticut  Yankees  swindled  the  peo- 
ple of  Xew  Amsterdam  out  of  their  herrings  and  cheeses  with 
periwinkle  shells,  in  the  time  which  Irving  writes  about,  so  the 
lazv  and  vicious  swindled  the  first  merchants. 

After  perhaps  generations  of  thinking,  the  genius  of  com- 
merce discovered  that  the  way  to  prevent  siich  fraudulent  cur- 
rency was  to  remove  the  temptation  by  making  tokens  of  credit 
out  of  something  which  could  not  be  obtain(*d  by  less  labor  than 
other  products  of  industry. 

It  wms  found  that  the  average  cost,  in  labor,  of  a few  grains 
of  gold  was  equal  to  the  average  cost  in  labor  of,  say,  a bushel  of 
wheat.  Hence  as  gold  contains  great  value  (measured  by  its  cost 
in  labor)  in  a small  compass,  and  is  therefore  of  easy  conveyance, 
and  is  also  durable  and  little  liable  to  diminution  by  use,  it  is 
admirably  adapted  for  use  as  tokens  of  credit.  For  these  rea- 
sons the  genius  of  commerce,  centuries  ago,  adopted  gold  as  a 
token  of  the  currency.  Other  similar  metals  for  similar  reasons 
have  been  extensively  used  as  such  tokens,  but  gold  has  survived 
and  supplanted  all  others,  and  is  now  alone  regarded  as  money. 

GOLD  IS  A SAFE  TOKEN  OF  CREDIT. 

Now  that  profound  philosopher,  Aristoth',  and  all  the  thinkers 
who  have  lived  since  his  day,  have  regarded  gold,  when  used  as 
money,  as  simply  a token  of  credit — a token  of  a promise  of  the 
ultimate  redemption  in  products  of  value.  1'here  can  be  no  doubt 
but  its  value  as  money  rests  entirely  upon  such  an  implied 
promise,  for  it  is  certainly  true  that  no  one  would  exchange 
the  product  of  his  labor  for  a few  grains  of  gold  if  he  did  not  see 
in  it  a sure  promise  that  it  wmuld  be  redeemed  in  the  products 
qf  labor  at  any  time  and  in  any  place  when  and  w'here  he  may 
choose  to  present  it  for  redemption.  Hence,  as  Aristotle  says, 
while  gold  w^hen  used  as  money  is  a token  of  credit,  it  must  be 
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regarded  as  something  superior  to  a token  of  any  individual 
credit;  that  is,  as  a token  of  a general  or  universal  credit — a 
token  of  a credit  which  anybody  and  everybody  is  willing  to  re- 
deem in  the  products  of  industry.  Nothing  but  gold  possesses 
such  universal  confidence.  Gold  is  also  the  universal  standard 
of  measurement — the  vard  stick  of  values. 


< 


INDIVIDUAL  CREDITS  USED  AS  CURRENCY. 

The  use  of  gold  as  a token  of  the  currency  and  the  discoveries 
of  writing  reduced  the  risks  of  uuauthoried  or  counterfeited 
tokens.  The  use  of  gold  as  money  but  slightly  reduced  the 
amount,  and  perhaps  did  not  reduce  at  all  the  number,  of  classes, 
of  individual  credits  differing  as  to  the  responsibility  of  their  re- 
spective issuers.  This  was  a difficulty  which  the  genius  of  com- 
merce struggled  with  for  centuries  after  gold  had  been  I’ecog- 
nied  as  money.  Local  trade  was  carried  on  by  the  use  of  indi- 
vidual credit,  and  the  intercomniunitv  and  international  trade 
w^as  conducted  with  a currency  represented  by  promissory  notes 
issued  by  merchants. 

As  late  as  the  sixteenth  centurv  we  are  told  that  merchants 
made  their  notes  payable  at  the  great  annual  lairs.  “The  notes 
went  into  circulation,  got  covered  with  indorsements,  and  w'ere 
yearh’  set  off  against  each  other  when  adjusting  their  mutual 
accounts,  so  that  by  this  means,  at  the  great  fair  in  the  city  of 
Lyons,  transactions  aggregating  |400,000,000  are  said  to  have 
been  settled  in  a single  year  without  the  use  of  a sou  of  coin.’’ 

The  commerce  of  the  w’orld  was  carried  on,  using  such  indi- 
vidual credits  as  currency,  with  an  inconsiderable  part  of  the 
universal  credit  represented  by  gold,  until  the  discovery,  a little 
over  two  centuries  ago,  of  one  of  the  most  important  adjuncts 
of  commerce,  the  modern  bank.  The  ancient  banks  were  little 
more  than  contrivances  to  get  money  for  the  u.se  of  the  state 


•V  CONCISE  STATEMENT  OF  WHAT  IS  THE  CURRENCY,  AND 

HOW  PRODUCED. 

Now,  I will  state  concisely  the  accepted  proposition  as  to  what 
is  the  currency,  and  how'  the  currency  is  produced.  The  currency 
is  credit.  A part  of  the  currency  is  represented  by  tokens  of 
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^old  aud  other  metals,  a part  by  tokens  in  the  form  of  written 
promises  to  pay,  issued  by  the  government,  corporations  (includ- 
ng  banks)  and  individuals,  bnt  in  our  day  much  the  lartjcr  part 
s represented  hy  entries  on  bank  and  other  ledficrs. 

The  currency  is  produced  by  trading.  There  is  no  way  to 
create  credits  except  by  buying.  It  is  beyond  the  power  of  leg- 
islation to  create  currency. 

The  currency  represented  by  the  greenbacks  was  produced 
3y  trading.  Congress  could  decree  that  they  should  be  legal  ten- 
lers,  but  the  law  was  powerless  to  make  them  tokens  of  the  cur- 
•ency.  As  long  as  they  remained  in  the  treasury  they  were 
lothing  but  worthless  bits  of  paper.  But  as  soon  as  the  govern- 
iient  created  an  indebtedness  by  buying  something,  aud  de- 
ivered  to  the  seller  greenbacks  as  evidences  of  its  indebtedness, 
hen,  and  not  before,  did  the  greenbacks  become  tokens  of  the 
•urrency.  As  often  as  the  greenback  is  relumed  to  the  treas- 
iry  in  payment  of  taxes,  it  ceases  to  be  a token  of  the  currency, 
ir  money,  and  becomes  again  only  a bit  of  paper,  which,  if  de- 
stroyed, would  be  no  loss,  except  to  the  extent  of  the  trilling 
i*xpense  of  printing  another.  But  as  soon  as  it  is  again  put  forth 
IS  an  evidence  of  credit  in  exchange  for  something  bought,  it 
igain  becomes  money,  because  it  again  becomes  a token  of  iu- 
ietedness. 


NOTHING  THE  MATTER  WITH  THE  CURRENCY. 


As  we  now  understand  what  the  currency  is,  and  how  it  is 
produced,  we  ought  to  be  able  to  understand  what  is  the  matter 
with  the  currency,  if  there  is  an\'thing  the  matter  with  it.  For 
tny  part  I am  unable  to  discover  that  there  is  anything  the  mat- 
ter with  the  currency.  It  is  the  same  old  currency  which  has 
been  used  since  commerce  commenced,  and  in  the  nature  of  com- 
tnerce  must  continue  to  be  used  as  long  as  commerce  exists. 

As  commerce  knows  no  political  boundary  lines,  but  is  essen- 
tially the  same  in  all  nations,  so  the  currency  of  the  commerce 
of  the  Fnited  States  is  the  same  as  the  currency  of  all  commer- 
cial and  non-commercial,  civilied  and  uncivilied  nations  and 
tribes  of  men. 


V 


HOW  THE  CURRENCY  ENPANDS  AND  CONTRACTS. 

The  currency  is  not  only  created  or  expamhal  by  trading, 
but  is  redeemed  or  contracted  by  trading.  The  legitimate  cur- 
rency is  created  by  the  lirst  process  of  the  suspended  exchange 
wherein  the  merchant  buys  from  the  })roducers  and  holds  the 
]>roducts  f(;r  sale,  or,  in  etf(‘U.  for  tlie  jmrpose  of  redemn- 
ing  the  credits  issued  against  the  purchase.  The  currency  is  re- 
deemed by  the  last  j)rocess  of  the  exchange  wherein  tlie  con- 
sumer, in  effect,  returns  to  the  merchant  his  credits  in  exchange 
for  products  desired  for  consumption.  The  creation,  therefore, 
of  legitimate  currency  grows  out  of  production,  and  its  redemp- 
tion or  extinction  is  an  incident  of  consumption.  Legitimate 
credits  or  currency  cannot  be  created  faster  than  production,  nor 
can  it  be  extinguished  or  redeemed  faster  than  consumption.  Let 
me  state,  by  way  of  illustration,  the  simplest  process  and  circle 
from  creation  to  redemption  of  currency. 

(1)  In  the  autumn  the  wheat  raiser  brought  to  the  tirst  merchant 
his  surplus  wheat,  against  which  the  merchant  issued  his  tok*ms 
of  credit.  This  ereated  or  expanded  the  enrreney. 

(2)  The  wheat  raiser  delivered  these  tokens  to  the  shoemaker 
in  exchange  for  shoes.  This  neither  expanded  nor  eontraeted  the 
enrreney. 

(d)  The  shoemaker  delivered  the  tokens  back  to  the  merchant 
in  exchange  for  wheat.  This  eonsnnnnated  the  desired  exciianye  of 
irheat  for  shoes,  and  teas  the  nltiinate  redemption  of  the  enrreney. 

The  “nltimate  redemption''  of  indebtedness  is  in  prodnets,  not  in 
money.  There  is  no  such  thing  as  “money  of  ultimate  redemp- 
tion.” Money  is  an  intermediate,  not  an  ultimate. 

Because  credit  is  the  sole  curremw  of  commerce,  it  must  not  be 
hastily  assumed  that  it  is  claimed  that  each  jiurchaser  goes  in 
debt  for  his  purchases.  Of  the  three  transactions  in  the  illus- 
tration, in  only  one  was  indebtedness  created.  The  buyers  in  the 
other  two  transactions  used  as  currency  the  indebtediu'ss  which 
the  first  transaction  created,  and  therefore  two  of  the  three  trans- 
actions were  such  transactions  as  are  known  as  cash  transactions. 

In  the  vast  and  comidicated  transactions  of  modern  com- 
merce credits  travel  in  varying  circles  from  creation  to  redemp- 
tion, making  numerous  intermediate  transactions  which  neither 
expand  nor  contract  the  currency.  They  travel  by  messenger. 
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)y  rail  and  by  telegraph.  They  cross  the  oceans  in  vessels  sail- 
ng  on  the  surface  and  by  cables  under  the  sea.  At  every  stop 
hey  consummate  juirchases  or  cancel  preexisting  credits.  Each 
•redit  may  start  on  its  journey  as  a whole  in  one  direction,  or 
11  regular  or  irregular  fragments  in  all  directions.  At  each  stop 
he  whole  and  the  fragments  may  be  again  subdivided.  Such  are 
he  wonderful  qualities  of  the  currency  of  commerce.  It  is  as 
iquid  as  the  air,  and  can  travel  with  the  speed  of  lightning. 

There  is  absolutelv  nothing  the  matter  with  the  currencv. 
rhe  currencw  problems  peculiar  to  the  United  States  are  banking 
problems. 

WHAT  IS  THE  BANK. 

What,  then,  is  the  bank.  The  modern  bank  is  a most  useful 
nstrumentality  of  commerce.  There  is  a popular  hallucination, 
•erhaps  shared  in  by  the  bankers  of  Iowa,  that  the  bank  is  a 
uoney  institution.  There  are  many  other  i>opular  misconcep- 
[ions  of  the  business  of  banking,  mostly  growing  out  of  the  tech- 
lical  but  unnatural  meaning  of  the  word  ‘Th'posit”  as  used  in 
banking.  The  use  of  the  word  “deposit”  in  connection  with 
lanking  originated  with  those  ancient  contrivances  for  borrow- 
ing money  for  the  use  of  the  king,  under  tlie  false  pretense  of 
lolding  it  for  safekeeping,  which  were  called  banks.  The  niod- 
jrn  bank  has  no  resemblance  to  these  ancient  contrivances,  ex- 
cept in  name  and  the  technical  language. 

The  word  “deposit"'  is  still  used,  and  it  still  confuses  the 
minds  of  the  people,  and  the  minds  of  most  of  the  bank  man- 
igers,  as  to  the  real  nature  of  the  so-called  deposits.  An  in- 
?rease  of  bank  deposits  is  almost  universally  regarded  as  an  evi- 
lence  of  a like  increase  of  wealth  in  the  form  of  money,  and  that 
.he  sequence  of  the  banking  business  is  first  a deposit,  then  a 
oan,  and,  therefore,  that  the  amount  of  the  bank’s  so-called  loans 
s limited  by  the  amount  of  the  so-called  deposits. 

Let  us  examine  these  apparently  self-evident,  but  in  fact 
’alse,  propositions  in  connection  with  the  ordinary  so-called  bor- 
“owing.  kSuppose  I borrow  in  the  usual  way  |100,000  from  a 
Dank.  The  transaction  would  increase  the  bank’s  deposits  flOO,- 
)00,  not  before  but  at  the  same  instant  of  llie  loaning,  and.  al- 


ii 


though  it  would  increase  the  bank’s  deposits  $100,000,  it  would 
be  no  evidence  of  an  increase  of  wealth  in  the  form  of  money  or 
otherwise. 

After  I had  borrowed  the  |100,000  the  bank  would  have  no 
less  monev,  and  I would  have  no  more  monev.  I would  have 
only  a credit  of  $100,000  on  the  bank  ledger.  It  was  not  a bor- 
rowing of  money,  but  only  a swapping  of  credits.  I have  traded 
my  note  as  evidence  of  my  indebtedness  in  exchange  for  a book 
entry  as  evidence  of  the  bank’s  indebtedness. 

In  this  case  the  bank  increased  its  deposits  by  increasing  its 
loans,  and  if  you  consider  the  deposits  of  all  the;  banks  as  a whole, 
j^ou  will  find  that  the  deposits  increase  as  the  loans  increase,  and 
decrease  as  the  loans  decrease.  The  deposits  are  produced  by 
so-called  loans. 

The  fact  is,  that  in  most  of  bank  transactions  there  is  no  bor- 
rowing, or  lending,  or  depositing.  They  are  simply  credit  trans- 
actions— a swapping  of  credits  which  in  the  matter  of  book- 
keeping increase  both  the  so-called  deposits  and  the  so-called 
loans  in  the  same  amount  and  at  the  same  time. 


MONEY  HAS  INCKEASED  BUT  A SMALL  PERCENTAGE  OF  THE 

INCREASE  IN  DEPOSITS. 

The  whole  country  is  amazed  at  the  enormous  increase  of  the 
bank  deposits  since  the  panic  of  1893,  and  seems  to  regard  it  as 
evidence  of  a corresponding  increase  of  mone}'.  The  so-called 
deposits  in  the  national  banks  have  increased  $660,000,000,  and 
probably  (although  there  are  no  reports  from  which  the  actual 
increase  can  be  obtained)  the  so-called  deposits  of  state  and  pri- 
vate banks  have  increased  as  much,  making  an  aggregate  in- 
crease of  perhaps  $1,300,000,000. 

As  the  balance  of  foreign  trade  in  favor  of  this  country  has 
been  about  the  same  ($1,474,607,000),  the  conclusion  is  jumped 
at  that  this  enormous  balance  has  been  paid  in  money,  thus  in- 
creasing the  stock  of  money  in  the  United  States  even  more  than 
the  bank  deposits  have  increased. 

But  it  is  easy  to  disprove  this  assumption.  As  gold  is  the 
only  international  money,  the  net  imports  of  gold  must  be  the 
amount  of  money  which  has  been  paid  on  account  of  the  balance 
of  trade. 
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The  net  imports  of  gold  have  been  the  comparatively  insigniti- 
cant  snm  of  |d7, 000,000,  oa  about  two  and  one-half  per  cent  of  the 
balance  in  our  favor.  It  would  be  impossible  for  foreign  nations 
to  pay  the  inconceivable  sum  of  !|1,474, 007,000  in  gold.  It  would 
talce  practically  all  the  gold  iK)ssessed  by  England,  France  and 
Germanv  combined.  Besides  this  countrv  has  no  use  for  such  an 
additional  amount  in  gold.  For  these  two  reasons  the  balance 
of  trade  has  been  adjusted  on  an  interest  basis  instead  of  with 
gold.  Besides  the  gold  importation  the  stock  of  money  has  been 
increased  by  the  government  i>rinting  ])ress  and  from  the  mines. 

The  amount  of  money  held  by  all  the  national  banks  on  the 
first  day  of  December,  1808,  was  only  |105,000,000  more  than  was 
held  at  the  time  of  the  panic. 

It  is  therefore  evident  that  the  increase  of  so-called  deposits 
is  evidence  that  the  volume  of  trade  has  increased,  which  has 
created  its  own  currency  by  an  expansion  of  individual  indebted- 
ness, which  has  been  swapped  for  bank  credits,  and  thus  in- 
creased the  deposits  or  indebtedness  of  the  banks. 

But  while  this  increase  of  so-called  deposits  is  not  money  or 
wealth,  it  is  currency  just  as  useful  and  valuable  for  commerce 
as  money.  According  to  the  comptroller’s  reports  about  five- 
sixths  of  the  enormous  increase  of  currency  has  been  produced 
by  individuals  issuing  their  credits  and  swapping  them  for  bank 
credits. 

IIEDUCIXG  ONE'S  BALANCE  IN  THE  BANK  DOES  NOT  NECES- 
SARILY REDUCE  DEPOSITS. 

In  connection  with  the  proposition  that  banks  increase  their 
deposits  by  loaning,  some  one  is  sure  to  say  that  it  is  very  clear 
that  the  |100,000  transaction  which  has  been  used  as  an  illustra- 
tion increased  the  bank’s  deposits  for  the  moment,  or  until,  to 
use  the  common  expression,  ‘‘it  was  drawn  out.” 

The  act  of  reducing  one’s  balance  does  not  necessarily  reduce 
the  deposits  of  the  individual  bank,  and  does  not  usually  reduce 
the  aggregate  deposits  of  all  the  banks.  For  illustrations:  the 
clearings  of  the  New  York  banks  sometimes  amount  to  about  a 
billion  and  a half  per  week.  This  means  that  in  the  course  of 
a week  there  is  “drawn  out”  of  the  New  York  city  banks  by 
checks  which  pass  through  the  clearing  house,  say,  six  times  the 
total  amount  of  their  aggregate  cash,  and  three  times  the  aggre- 
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gate  amount  of  their  deposits.  But,  while  this  enormous  amount 
is  withdrawn,  the  same  checks  which  withdraw  it  from  one  bank 
are  deposited  in  other  banks,  so  the  net  result  of  the  clearings  is, 
that,  although  it  may  reduce  the  deposits  and  cash  of  individual 
banks,  it  neither  increases  nor  decreases  the  total  deposits  nor 
the  total  cash  of  all  the  banks,  except  by  the  amount  Avhich  goes 
to  or  comes  from  (as  the  case  may  be)  the  subtreasury. 

So,  when  I reduce  my  balance  in  the  bank,  the  check  fioats 
around,  and  is  finally  deposited  in  the  same  or  some  other  bank. 
If  actual  money  is  taken,  which  is  rarely  the  case,  except  in  jjetty 
amounts,  the  man  who  withdraws  the  money  don't  eat  it,  but 
that  also  fioats  around,  perhaps  for  a few  days,  and  is  finally  de- 


posited again,  either  in  the  same  bank  or  in  some  other  bank. 
And  it  is  beyond  question  that  the  act  of  discounting  a note  at  a 
bank  creates  that  amount  of  currency  available  for  trade,  which, 
once  created,  continues  to  exist  somewhere  until  it  is  redeemed. 


DEPOSITS  PRODUCED  BY  SWAPPING  CREDITS. 

And  practically  all  the  so-called  deposits  in  banks  are  made 
up  by  swapping  the  bank's  credits  for  other  credits,  in  the  form  of 
notes,  checks,  drafts,  etc.  There  are  small  streams  of  money 
continually  flowing  in  and  out  of  bank,  but  they  are  so  nearly 
equal  that  the  amount  of  money  held  by  the  banks  varies  but 
little  from  day  to  day.  In  five  years,  from  a panic  to  a boom,  the 
comptroller's  reports  show  that  the  amount  of  money  in  all  the 
national  banks  has  increased  twenty-five  per  cent,  or  about  five 
per  cent  per  annum. 

These  facts  are  so  well  understood  that  a writer  has  said  that 
“a  bank's  cash  resembles  a column  of  gold  with  a slight  ripple  on 
the  surface.” 

BANKS  ARE  CREDIT  INSTITUTIONS. 

The  modern  bank,  then,  is  not  a money  institution,  but  a 
credit  institution.  Its  business  consists  in  scrutinizing  individual 
credits,  and  in  giving  its  own  credit  in  exchange  for  such  indi- 
vidual credits  as  are  acceptable.  In  form  it  is  a deposit  and  a 
loan,  but  in  fact  it  amounts  to  insurance,  and  the  consideration 
paid  banks  for  stvapping  credits,  in  its  essence,  resembles  an  in- 
surance premium  more  than  interest. 
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Now,  the  basis  of  safety  for  insurance  is  a large  number  of 
scattered  risks.  A fire  or  a life  insurance  company  which  had 
only  a few  risks,  and  all  in  one  locality,  would  be  an  unsafe  com- 
pany. As  long  as  there  were  no  tires  and  no  deaths  it  might  seem 
to  be  sound,  and  its  business  might  appear  profitable.  But  a 
single  local  fire  might  ruin  the  fire  company,  and  a local  epidemic 
might  ruin  the  life  company. 

This  is  a weakness  of  our  banks.  They  are  purely  local,  with 
few  customers,  living  in  one  locality,  and  in  the  main  dependent 
upon  one  branch  of  industry  or  a single  crop.  One  important 
local  disaster  may  bring  ruin  to  the  local  bank. 

BANK  RESERVES. 

Xow,  while  it  is  the  function  of  the  bank  to  swap  its  credit 
for  individual  credits,  and  thereby  insure  or  guarantee  the  cur- 
rency, experience  has  proven  that,  in  order  for  the  bank  to  carry 
on  such  insurance,  it  must  at  all  times  haA*e  in  possesson  a per- 
centage of  its  risks  in  money.  If  all  the  banks  are  considered  as 
one  bank,  there  is  no  difficulty  in  maintaining  the  reserve.  This 
is  proven  by  the  fact  that,  in  the  panic  of  1893,  when  depositors 
were  supxjosed  to  be  withdrawing  and  hidiug  money,  the  aggre- 
gate reserve  increased. 

The  comptroller’s  reports  show  that,  at  the  climax  of  the 
panic,  the  aggregate  specie  and  “lawful  money”  held  by  the  na- 
tional banks  was  !|17, 900,000  more  than  in  the  previous  prosper- 
ous year  of  1892,  Avhile  the  aggregate  liabilities  or  deposits  were 
1311,000,000  less. 

This  also  ]»roves  that  the  amount  of  money  withdrawn  from 
the  banks  dm  ing  the  panic  for  the  purpose  of  hiding  was  incon- 
siderable; in  fact,  several  millions  less  than  the  hard  times  forced 
into  the  banks  from  the  supply  which  had  before  been  the  pocket 
money  of  the  people.  Hence  it  is  a mistake  to  suppose  that  the 
ditticulties  of  the  banks  during  the  panic  were  due  to  the  with- 
drawals for  the  purpose  of  hoarding.  The  enormous  decrease  in 
so-called  deposits  Avas  due  to  the  refusal  of  the  banks  to  swap 
credits.  The  deposits  are  the  bank’s  risks.  If  a fire  insurance 
company  should  allow  its  policies  to  expire,  and  refuse  to  issue 
new  policies,  its  risks  Avould  decrease  in  the  same  way  and  for  the 
same  reasons  that  the  bank  deposits  or  risks  decreased  in  1893. 
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The  difficulty  was  not  to  maintain  the  aggregate,  but  the  in- 
dividual, reserve  of  each  bank.  It  is  therefore  evident  that  had 
the  banks  been  organized  into  systems  so  that  the  aggregate 
would  have  been  aA'ailable  to  each,  the  tremendous  scramble  to 
maintain  the  reserves  would  have  been  unnecessarv. 

Every  other  commercial  nation  has  such  systems  of  banks, 
each  bank  consisting  of  a principal  office  located  in  an  important 
commmercial  center,  with  numerous  branches  at  less  important 
centers,  which  gives  each  bank  a large  number  of  customers  an4 
scattered  risks  and  a basis  of  safety  founded  upon  the  general 
average  of  prosperity  of  the  whole  country  instead  of  the  uncer- 
tain prosperity  of  a single  limited  locality.  In  addition,  there 
is  a central  bank,  the  primus  and  connecting  link,  holding  prac- 
tically all  the  gold  reserve  of  all  the  banks  and  of  the  nation, 
managing  the  international  exchanges,  and  being,  in  fact,  the 
bank  of  the  banks;  all  the  other  systems  being  its  customers, 
keeping  an  account  with  it  in  the  same  way  that  individuals  keep 
an  account  with  a bank. 

By  this  means  all  the  systems  in  the  country  act  as  one  bank 
in  defending  the  reserve,  while  each  system  competes  with  each 
other  system  for  the  business  of  individuals.  That  such  com- 
petition is  much  stronger  than  among  the  independent  banks  of 
this  country  is  proA-en  by  the  lower  rates  of  interest. 

THE  WEAKNESS  OF  THE  BANKS. 

The  want  of  a svstem  of  banks  is  the  trouble  with  American 
currency.  The  banks  are  independent  and  local  banks.  In 
prosperous  times  they  do  Avell  enough,  but  a commercial  crisis 
produces  hysteria.  They  are  like  a women  driving  a horse.  She 
drives  well  enough  as  long  as  the  horse  don’t  need  driA  ing.  But 
immediately  a difficulty  appears,  she  can  do  nothing  but  hollo, 
“Whoa!  Whoa!  Whoa!”  and  at  the  same  time  pull  so  hard  that 
the  poor  horse  cant  whoa,  but  backs  into  difficulties.  Just  so 
when  the  independent  bank  sees  trouble  ahead  it  begins  to  hollo, 
‘Whoa!  Whoa!”  to  commerce,  Avhich  can’t  whoa,  and,  to  aA'oid 
a possible  danger  ahead,  pulls  back  into  certain  dangers  behind. 

Immediately  a panic  appears  on  the  horizon  every  bank,  well 
knowing  that  every  other  bank  will  begin  to  strengthen  its  re- 
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serve  at  the  expense  of  the  other  banks,  is  by  its  weakness  coin- 
I>elled  to  adopt  David  Haruin's  beantifnl  version  of  the  golden 
i‘ule:  “Do  nnto  your  neighboring  bank  what  you  know  yonr 
neighboring  bank  will  do  nnto  yon,  and  do  it  fust.”  Then  com- 
mences tliat  unseemly  whoaing  and  scrambling  which  pulls  pro- 
duction, commerce,  and  the  banks  themselves,  backwards 
towards  a gulf  of  common  ruin,  like  the  panic  of  1893. 

THE  BANK  THE  COADJUTOR  OP  THE  MERCHANT. 

To  regard  the  bank  as  a loaner  of  money  is  to  do  the  bank 
an  injustice.  The  mere  money  lender  is  an  isolated  nonentity  in 
human  economy.  He  performs  no  useful  ])art,  acknowledges  no 
duties.  He  is  not  a factor  in  production  or  commerce,  and 
whether  he  lives  or  dies  concerns  no  one  except  himself.  In  all 
ages  he  has  been  regarded  with  contempt,  and  it  is  probably 
safe  to  say  that  the  unpopularity  of  the  bank  is  due  to  the  fact 
that  most  of  the  banks  regard  themselves,  and  are  regarded  by 
the  people,  as  mere  money  lenders. 

This  is  certainly  not  the  position  of  the  bank.  The  bank  has 
a part,  and  whoever  has  a part  owes  duties,  and  the  more  im- 
portant the  part  the  more*sacred  are  the  obligations  to  perform 
the  duties.  The  bank  is  an  important  factor  of  commerce. 

The  ultimate  purpose  of  commerce  is  to  exchange  one  product 
for  another  product,  the  same  as  in  barter;  the  only  difference 
being  that  in  barter  the  exchange  is  direct  in  one  transaction, 
while  in  commerce  it  takes  three  transactions,  an  intermediary 
and  a medium  of  exchange,  to  complete  the  exchange.  Until  the 
discoverv  of  the  modern  bank,  the  merchant  was  the  sole  inter- 
mediary.  He  received  into  his  possession  the  surplus  products, 
and  issued  to  the  producers  the  tokens  of  his  currency,  which 
passed  from  hand  to  hand,  and  were  Anally  presented  by  the 
consumer  for  redemption  in  the  products  against  which  they 
were  originally  issued. 

In  ju'ocess  of  time  commerce  became  too  extended  and  its 
transactions  too  complicated  for  the  intermediary  function  to  be 
done  solely  by  the  merchant.  It  became  necessary  for  the  mer- 
chant to  have  a coadjutor.  The  modern  bank  is  the  coad- 
jutor. The  merchant,  as  before,  receives  the  surplus  prod- 
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ucts,  issues  his  tokens  of  currency,  and  holds  the  prod- 
ucts for  sale,  in  effect,  for  the  purpose  of  redeeming  his  cur- 
rency when  presented  for  redemption.  But  instead  of  issuing 
his  tokens  of  currency  to  the  producer,  the  merchant  now  issues 
them  to  the  bank,  and  it  is  the  part,  the  function  and  the  duty  of 
the  bank  to  unify,  vitalize  and  mobilize  the  curreney  issued  by 
numerous  merchants  by  swapping  and  issuing  the  bank  s cur- 
rency. 

As  consumption  cannot  be  unnaturally  accelerated,  and  as 
currency  once  issued  cannot  be  ultimately  redeemed  until  prod- 
ucts are  demanded  for  consumption,  a vast  volume  of  such  cur- 
rency must  always  be  outstanding,  and  as  production  and  com- 
merce are  continuous  processes,  the  part,  function  and  duties  of 
the  bank  are  also  continuous. 

The  bank,  therefore,  which  fails  to  continuously  exercise  its 
function  of  swapping  credits  fails  to  ixu-form  its  part  and  its 
dutv,  and  does  incalculable  mischief,  because  the  normal  value 
of  products  can  only  be  maintained  by  the  merchants  and  banks 
carrying  them,  with  a steady  hand,  until  they  are  required  for 
consumption. 

Xow,  when  the  bank,  from  whatever  cause,  refuses  to  perform 
its  part,  bv'  refusing  to  swap  credits  with  the  merchants,  the 
merchants  are  compelled  to  stop  buying,  and  to  vainly  attempt 
to  force  their  stocks  upon  the  consumers  by  lowering  prices. 
Such  an  attempt  must  always  be  futile,  because  the  consumption 
which  produces  the  ultimate  redemjffion  of  credits  is  necessarily 
a uniform  hand-to-mouth  process.  The  David  Harum  merchants 
who  “do  it  fust”  may  unload  upon  less  foreseeing  merchants. 
But  passing  products  from  one  merchant  to  another  does  not 
reduce  the  volume  of  credits.  It  only  affects  the  individual  mer- 
chant, and  i)erhaps  his  individual  bank,  by  transferring  the 
burdens  to  other  merchants  and  other  banks.  But  the  futile 
attempt  once  commenced  in  a large  way  forces  values  lower  and 
lower  until  some  of  the  merchants  and  producers  are  ruined. 
When  some  of  the  merchants  and  ju-oducers  are  thus  ruined 
some  of  the  laborers  are  deprived  of  emi»loyment.  When  some 
of  the  laborers  are  unemployed  their  ability  to  consume  is  cur- 
tailed. which  still  further  reduces  the  demand,  which  still  further 
reduces  values,  and  ruins  still  other  merchants  and  i)roducers. 
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riius  in  widening  circles  conies  the  extinction  of  values,  the 
universal  financial  ruin  to  the  merchants,  the  producers  and  the 
banks  themselves,  and  idleness  to  laborers  which  was  witnessed 
in  the  last  panic. 


CONDITIONS  OF  1803. 

Xow,  let  US  recall  the  conditions  of  181)3.  Xever  in  our  his- 
tory was  there  greater  abundance.  But  in  the  midst  of  plenty 
thousands  and  thousands  of  people,  who  were  possessed  of  hard- 
earned  savings,  sufficient,  at  the  normal  valuation,  to  have  a com- 
[letency  after  paying  all  their  indebtedness,  were  reduced  to 
poverty  and  want,  for  the  reason  that  the  normal  value  of  their 
savings  had  been  destroy d by  the  processes  I have  described. 
A.rmies  of  men  and  women,  willing  to  work,  were  wandering 
houseless,  hungry  and  insufficiently  clothed,  through  streets 
lined  with  vacant  houses  and  warehouses  ov  erflowing  with  food 
ind  clothing.  The  churches,  schoolhouses  and  police  stations 
in  the  cities  were  crowded  at  night  with  shi veering  humanity  seek- 
ing the  cold  warmth  of  charity  in  markets  of  abundance  of  fuel. 
Such  of  the  counting-rooms  as  remained  open  during  those  years 
if  terrible  ordeal  were  occupied  by  men  who  endeavored,  as 
best  they  could,  to  look  cheerful  during  business  hours  and  in 
public,  but  passed  their  nights  in  anxiety. 

THE  CAUSE  OF  DEPRECIATION  OF  VALUES  IN  1803. 


hat  was  the  cause  of  the  enormous  depreciation  of  normal 
ralues  and  of  the  universal  distress?  Was  it  speculation? 
There  are  no  such  desperate  speculators  as  the  Englishmen. 
They  had  speculated  at  home,  in  America,  in  Australia,  in  Ar- 
gentine, in  Brazil,  in  Africa,  and  in  all  the  isles  of  the  seas.  A 
'ew  speculators  came  to  grief,  but  there  was  no  universal  dis- 
rress  in  England.  There  was  individual  bankruptcy  in  France 
ind  Germany,  but  no  such  collapse  of  values  and  distress  to 
aborers  as  in  the  United  State.s.  Why,  then,  should  the  failure 
>f  a few  speculators  cause  such  havoc  in  the  United  States? 

It  was  not  the  collapse  of  speculations  which  produced  the  in- 
iescribable  misery  of  the  masses  in  those  vears.  This  must 
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be  evident  from  the  fact  that  the  business  of  flying  kites  does 
not  employ  vast  numbers,  and  therefore  its  collapse  could  not 
produce  an  army  of  the  unemployed.  It  is  the  legitimate,  ordi- 
nary and  necessary  processes  of  production  and  commerce  which 
give  employment  and  a livelihood  to  all  classes.  It  is  only  when 
the  naturally  uniform  flow  of  these  interdependent  occupations 
is  disturbed  that  the  distress  incident  to  a lack  of  employment 
can  occur;  and  it  seems  to  me  beyond  question  that  the  only 
thing  which  in  1893  disturbed  the  processes  of  production  and 
trade  was  the  utter  inability  of  the  independent  bank  to  perform 
its  part  as  the  coadjutor  of  the  merchant,  thereby  depriving 
labor  of  employment,  and,  by  destroving  normal  values,  bringing 
ruin  to  so  many. 

The  inability  of  the  banks  of  this  country  to  continue  their 
function  of  swapping  credits  in  a commercial  crisis  is  due  to 
the  want  of  a system  of  banks.  We  often  speak  of  the  banking 
system  of  the  United  States,  but  in  fact  it  has  no  banking  sys- 
tem. The  word  system  means  “a  whole  plan  or  scheme  consist- 
ing of  many  parts  connected  in  such  a manner  as  to  create  a 
chain  of  mutual  dependencies  and  supports.” 

All  other  commercial  nations  have  banking  systems,  but  the 
laws  of  the  United  States  forbid  such  systems.  Had  such  sys- 
tems existed  in  the  United  States,  there  would  have  been  no 
currency  panic  in  1893,  the  legitimate  production  and  com- 
merce would  have  been  but  slightly  decreased,  and  laborers 
woxfld  have  had  steady  employment. 


THE  SAFETY  OF  ALL  CLASSES  DEPENDS  UPON  THE  CONTINUED 
EXERCISE  OF  THE  BANKING  FUNCTION. 

The  safety  of  all  classes  and  of  the  banks  themselves  depends 
upon  the  banks  swapping  credits,  or  loaning,  with  a steady  hand, 
at  all  times  and  under  all  circumstances.  While  a lot  of  inde- 
pendent banks  cannot,  the  systems  of  modern  banks  can  and  do. 

The  commercial  crisis  due  to  siieculatious  was  as  severe  in 
England,  France  and  Germany  as  in  the  United  States,  but  there 
was  not  a day  during  the  panic  of  1893  that  any  bank  in  either  of 
these  countries  refused  to  discount.  The  only  check  which  such 
systems  of  banks  ever  place  upon  the  volume  of  their  discounts 
is  such  a slight  increase  in  the  rate  of  interest  as  the  law  of  sup- 
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)ly  and  deniaiid  will  permit  them  to  get  when  trade  is  expanded 
lud  the  demand  increased. 

'When  the  banks  of  England  were  confronted  with  the  Bar- 
ngs  failure  in  ISIM)  (the  most  stupendous  commercial  failure  the 
rvorld  has  ever  known)  a timid  manager  of  one  of  the  great  Lon- 
lon  banks  counseled  a stoppage  of  discounting.  The  then  gov- 
ernor of  the  Bank  of  England  replied,  in  effect,  “Let  one  bank 
stop  discounting  for  a single  day,  and  England  will  have  an 
\nierican  kind  of  panic  which  will  last  for  years.” 

Wiser  counsels  prevailed,  and  instead  of  stopping  discount- 
ng  the  banks  extended  their  liabilities  |12o, 000,000  by  assuming 
;he  Barings  indebtedness. 

PANICS  IN  OTHER  COUNTRIES. 

We  have  a fairlv  distinct  recollection  of  what  a financial 
panic  means  in  the  United  States,  and  the  distress  it  causes  to 
all  classes  and  how  long  the  distress  continues.  But  what 
foes  a financial  panic  in  England,  France,  Gri'rniany,  or  any  other 
20untry  with  an  established  modern  system  of  banks,  mean? 

It  means  that  trade  has  become  so  extended  that,  for  the  mo- 
ment, the  demand  for  bank  credits  is  so  large  that,  solely  in  pur- 
suance of  the  laic  of  siippli/  and  demand,  the  bank  sees  its  op- 
portunity to  demand  a slightly  increased  rate.  The  distress 
which  it  causes  is  confined  to  a few  highflyers  who  are  compelled 
to  cash  in  their  chips  and  go  out  of  the  kite-flying  business. 
Legitimate  production  and  commerce  is  not  curtailed,  therefoi’e 
laborers  are  not  deprived  of  employment.  For  a week  or  ten 
days,  while  the  speculators'  losses  are  being  assimilated,  the  in- 
terest rate  is  advanced.  A six  per  cent  bank  rate  is  evidence  of 
an  extraordinary  panic,  like  the  Barings  panic,  which  will  become 
historic.  8uch  a panic  is  over  in  a week. 


SUCH  PANICS  AS  18!)3  ARE  PREVENTABLE. 


Xow,  gentlemen,  it  is  my  contention  that  the  currency  prob- 
lems which  are  i>eculiar  to  this  courtry  are  questions  pertaining 
to  the  organization  of  the  bank.  The  issue  between  gold  and 
silver,  which  was  discussed  in  the  last  presidential  campaign, 
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was  not  a currency  question.  It  related  solely  to  the  standard, 
the  unit,  or  the  yard  stick  of  values.  Whether  a few  grains  of 
gold  or  silver  shall  be  the  common  measurer  of  values  does  not 
change  the  currency  problems. 

The  character  of  the  pictured  bits  of  paper  which  circulate 
as  tokens  of  the  currency  depends  upon  the  character  of  the  cui- 
renev  they  represent,  and  therefore  the  problem  of  the  circulat- 
ing  notes  hinges  upon  the  character  of  the  bank.  It  must  be 
evident  that  the  bank  which,  in  times  of  panic,  is  unable  to  sup- 
port the  credits  issued  by  entries  in  the  bank  ledger,  is  equally 
unable  to  support  credits  issued  by  tokens. 

The  essential  requirement  of  the  currency  is  therefore  a prop- 
er S3’stem  of  banking,  and  the  test  of  a proper  system  is  the  ability 
to  eontinnc,  icith  a steady  hand,  the  sicapping  of  credits  icithout 
interruption,  during  commercial  crises,  the  volume  being  legiilated 
solely  by  the  gamut  of  the  interest  rates.  History  proves  that  it  is 
possible,  and  indeed  not  difficult,  under  a proper  organization, 
and  when  banking  is  unrestrained  by  mischievous  legislation,  to 
continue  discounting  during  the  severest  commercial  crises. 

The  parliament  of  England  has  meddled  with  commercial 
affairs  the  same  as  congress.  It  has  prescribed  regulations  for 
all  kinds  of  trade.  In  1844  parliament  passed,  amid  vast  popular 
eclat,  the  bank  act.  This  act  was  sure  to  correct  everything 
which  was  wrong,  and  especially  it  was  to  forever  prevent  sjiecu- 
lations,  bank  failures  and  panics.  The  clause  most  relied  upon 
fixed  the  gold  reserve  definitely,  as  against  its  circulating  notes, 
of  the  Bank  of  England,  which  then,  as  now,  held  practically 
the  total  reserve  of  all  the  banks.  The  same  as  our  law,  it  re- 
quired the  bank,  whenever  that  limit  was  reached,  to  stop  dis- 
counting. 

Within  three  years  the  law,  instead  of  preventing,  produced 
everv  economic  distui'bauce  which  it  was  sure  to  pre\ent,  includ- 
ing a currency  panic.  The  legal  minimum  of  the  reserve  was 
reached,  and  in  obedience  to  the  law,  the  bank  stopped  snn  apping 
credits,  and  merchants  who  had  received  loans  were  called  upon 
to  pay  them  without  being  permitted  to  renew  them.  The  great- 
est distress  followed.  Merchants  could  pay  the  loans  only  by 
selling  their  merchandise.  London  merchants  are  said  to  have 
walked  the  streets  at  midnight  offering  their  goods  at  any  price. 
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^ alues  disapj)eared.  Consols  and  exchequer  bills  were  offered 
£t  enormous  discounts,  but  could  not  be  sold.  The  most  extrav- 
agant rates  were  offered  in  vain  for  the  use  of  money. 

Finally  in  the  midst  of  universal  distress,  on  petitions  signed 
ly  tens  of  thousands,  the  very  ministry  which  had  procured  the 
] assage  of  the  law  was  compelled  to  ask  th(i  bank  to  disregard 
tie  law.  The  bank  resumed  swapping  credits,  and  history  re- 
cites that  “in  ten  minutes  after  it  was  known,  the  panic  was 
ended.”  Merchants  who  had  been  clamoring  for  discounts,  as 
Sion  as  they  could  get  them,  did  not  need  them,  and  the  smart 
I [arums  who  had  “done  it  fust”  brought  back  the  gold  which 
t ley  never  needed,  and  begged  to  be  relieved  from  the  payment 
o:  interest.  An  instance  is  recited  of  one  firm  returning  2,000,- 
0)0  pounds  sterling  ($10,000,000)  gold,  which  it  had  borrowed 
“ ust,”  and  begging  the  bank  to  relieve  it  from  the  further  pay- 
n ent  of  nine  per  cent  interest. 

In  the  panic  of  1857  the  same  history  was  repeated,  except 
t]  lat  the  ministry  refused  to  act  until  the  total  gold  reserve  in 
tlie  Bank  of  England  and  its  branches  was  reduced  to  only 
3 18,208  pounds  sterling,  a trifle  over  |1,700,000.  This  was 
p -actically  the  total  aggregate  reserve  of  all  the  banks  of  Eng- 
h nd  at  the  close  of  business  Nov.  12,  1857. 

Starting  with  a total  reserve  of  only  358,208  pounds  on  the 
n gilt  of  the  12th  of  November  (the  day  the  permission  was  given 
t(  disregard  the  law);  the  bank  made  new  loans,  besides  renew- 
als, in  the  sixteen  remaining  days  of  November,  amounting  to 
7,170,000  pounds  sterling,  say  |3G,880,000.  That  is  to  say,  with 
only  $1,700,000  reserve,  the  Bank  of  England  expanded  its  loans 
in  eighteen  days  $30,000,000,  and  its  reserve  increased  day  by 
di,v.  Following  the  example,  the  other  banks  expanded  their 
cr  edits. 

Here  are  facts  well  worth  your  consideration:  When  the  hank 

st  )pi)e(l  loaning  in  order  to  pt  otect  the  reserve,  the  reserve  decreased j 
as  soon  as  it  resumed  loaning,  the  reserve  increased. 

A writer  says:  “This  great  crisis  of  1857,  far  exceeding  in 
intensity  that  of  1847,  added  another  proof  upon  proof  that,  in 
a ^reat  commercial  crisis,  the  restrictive  theory  will  bring  about 
ui  iversal  failure  of  merchants  and  bankers,  and  that  the  ex- 
p£  nsive  theory  is  the  only  one  which  can  save  both.” 
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My  time  does  not  permit  of  further  citations  of  history,  but 
I do  not  hesitate  to  assert  that  history  abundantly  proves  that, 
while  it  is  impossible  to  prevent  the  desperate  speculators  from 
coming  to  grief,  the  heartrending  distress  which  comes  to  all 
classes  by  reason  of  the  baukruptcy  of  indiHduals,  who  are  solv- 
ent at  normal  valuations  of  property,  and  the  enforced  idleness 
of  laborers,  which  have  occurred  in  such  panics  as  occurred  in 
this  country  in  1837,  1857,  1873  and  1893,  lasting  in  each  case  for 
a period  of  jears,  is  absolutely  preventable  by  a proper,  known, 
tried  and  proven  SYSTEM  OF  BANKING. 

Such  a ^stem  of  banking  cannot  be  established  by  legisla- 
tion. But  if  the  restrictive  features  of  the  national  banking  law 
can  be  repealed,  so  that  the  bank,  the  coadjutor  of  the  mer- 
chant, may  be  as  free  as  the  merchant,  the  genius  for  trade  of 
the  American  mercantile  classes  will  soon  evolve  such  a system  of 
banking. 


ADDENDA. 


The  necessity  to  a cuiTency  system  of  a central  bank,  to  hold 
the  p)ld  reserve  of  all  the  banks  and  of  the  nation,  manage  the 
foreign  exchanges,  and  act  as  the  connecting  link  of  the  system, 
as  the  bank  of  the  banks,  cannot  be  donbb'd  by  the  student  of 
currency  and  banking,  and  the  only  arguments  which  have  ever 
been  advanced  against  it  in  this  country  are  based  upon  the 
Ignorant  assumption,  disproved  by  historical  facts,  that  such  a 
3ank  would  be  a great  monopoly,  or  money  power,  dangerous  to 
he  liberties  of  the  people. 

It  may  be  interesting  to  many  who  are  familiar  with  the  argu- 
nents  of  the  present  day  to  know  that  the  same  arguments  were 
>ut  forth  more  than  two  centuries  ago  in  opposition  to  the  estab- 
. ishment  of  the  Bank  of  England.  The  act  of  parliament  estab- 
ishing  the  bank  was  under  discussion  in  1(194,  and  its  charter 

vas  issued  July  27th  in  the  same  year.  Smollett’s  “Historv  of 
England”  says: 

I he  opposition  party  atfirmed  that  it  would  hec'ome  a monoiwly  and 
<ngross  the  whole  money  of  the  kingdom;  that,  as  it  must  infallibly  be 
f ubservient  to  government  views,  it  might  be  employed  for  the  worst  pur- 
1 OSes  of  arbitrary  jKiwer. 

There  was  strong  opposition  to  the  act,  both  at  home  and 
i broad.  At  that  time  Holland  held  the  same  supremacy  in 
(ommercial  affairs  which  England  does  at  the  present  time,' and 
]5ishop  Burnet's  “History  of  His  Own  Times”  savs: 

Some  thought  a bank  would  grow  to  be  a monopoly;  all  the  monev 
1 1 England  would  come  into  their  hands,  and  they  would  in  a few  vears 
tecome  masters  of  the  wealth  and  stock  of  the  nation.  I had  heard  the 
I utch  often  reckon  up  the  advantages  they  had  from  their  banks;  and 
t .ey  concluded  that  as  long  as  England  continued  jealous  of  the  govern- 
ment a bank  could  never  be  settled  among  us  nor  gain  credit  enough  to 

s ipport  Itself ; and  upon  that  they  judged  tliat  the  superiority  in  trade 
n list  still  lie  on  their  side. 
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lu  its  inception,  like  the  banks  of  other  countries  which  had 
preceded  it,  the  principal  purpose  of  the  Bank  of  England  was 
to  furnish  money  to  the  king,  and  the  act  of  parliament  l>y  which 
the  bank  tvas  created  required  that  its  entire  capital  (1,20(),0()0 
pounds  sterling)  should  be  loaned  to  the  government,  and  the 
act  had  the  folloAving  title: 

An  act  for  granting  to  their  majesties  several  duties  upon  tonnage  of 
.ships  and  vessels,  and  uikui  beer,  ale  and  other  liquors,  for  securing  cer- 
tain reoO'iiipenses  and  advantages  in  .s.aid  act  mentioned  to  such  persons 
as  shall  voluntarily  advance  the  sum  of  tifteen  hundred  thousand  pounds 
towards  carrying  on  the  war  with  France. 

From  the  beginning  the  Bank  of  England  has  been  a itrivate 
corporation.  Its  entire  capital  stock  has  always  been  owned  by 
individiuils,  and  its  management  lias  always  been  by  officers  and 
directors  selected  from  and  by  its  own  stockholders.  Bv  the 

I « 

natural  processes  of  evolution  it  developed  into  a modern  bank, 
engaged  in  the  banking  function  of  swapping  credits  with  individ- 
uals, corporations  and  the  government  itself,  wituout  discrimina- 
tion. 

The  first  charter  was  granted  for  ten  years  only.  The  charter 
has  been  renewed  from  time  to  time  for  short  terms,  and  its 
capital  increased,  without  opposition  or  question,  except  as  tb 
details.  Could  there  be  any  stronger  evidence  of  the  high  regard 
in  which  the  Bank  of  England  is  held  by  the  people  of  England? 

The  present  paid-up  capital  of  the  bank  is  £14,553,000,  and 
it  has  a surplus  of  £3,000,000,  together  making,  say,  |S7, 705,000. 

This  great  bank  has  stood  the  test  of  more  than  two  centuries 
of  time,  and  has  neither  ^ffiecome  a monopoly,”  “engrossed  the 
whole  money  of  the  kingdom,”  nor  “become  subservient  to  gov- 
ernment liews.”  nor  has  it  “been  employed  for  the  worst  purposes 
of  arbitrary  power.” 

The  universal  esteem  in  which  it  is  held  by  the  people  of 

England  is  but  moderately  expressed  in  the  following  quotation : 

There  certainly  never  was  a body  of  men  that  contributed  more  to 
the  public  .safety  than  the  Bank  of  England.  This  flourishing  and  opulent 
company  h.ave.  upon  every  emergency,  always  cheerfully  and  i-eadily  sup- 
plied the  necessities  of  the  nation,  so  that  there  never  have  been  any  dif- 
ficulties, any  embarrassments,  .any  delays  in  raising  the  money  which  has 
been  grantiHl  by  parliament  for  the  service  of  the  public;  and  it  may  very 
truly  be  said  that  they  have,  in  very  many  imi>ortant  conjunctures,  re- 
lieved the  u.ation  out  of  the  greatest  difficulties,  if  not  absolutely  saved 
it  from  ruin. 
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llie  Bank  of  England  and  all  the  other  banks  in  England  are 
I LS  free  as  merchants.  I think  I am  correctly  informed  that  joint- 
i.tock  banks  in  England  are  organized  under  the  same  general 
jiicorporation  act  as  mercantile,  manufacturing  or  other  joint- 
i tock  companies.  Banking  is  as  free  as  trading.  The  law  does 
not  forbid  investing  in  stocks  or  loaning  on  the  security  of  real 

< state. 

The  law  does  not  require  twentj'-tive  or  any  other  per  cent 

< f their  deposits  to  be  kept  as  a reserve,  or  forbid  them  to  loan 
] aore  than  ten  or  any  other  per  cent  of  their  capital  to  one  person 
or  firm.  The  law  is  silent  on  all  of  these  j)oints.  There  is  no 

< omptroller  of  the  currency,  no  public  examiners.  Since  the  act 
(f  1833  the  Bank  of  England  has  been  required  to  file  with  the 
( hancellor  of  the  exchequer  a weekly  statement  of  the  amount  of 
bullion  and  securities  held  by  the  bank,  the  amount  of  notes  in 
( irculation,  and  the  amount  of  its  liabilities  to  its  customers,  or 
to-called  depositors. 

Notwithstanding  the  lack  of  all  the  sup])osed  safeguards  of 
f he  American  banldng  laws,  in  the  nature  of  fines  and  imprison- 
iient,  alike  for  doing  things  which  cannot  be  avoided  and  for 
failing  to  do  things  which  it  is  impossible  to  do,  the  Bank  of 
ilngland  has  remained  solvent  for  now  205  years.  The  other 
jaint-stock  banks  are  younger,  but  can  show  a respectable  history 
( f solvencv. 

ft/ 


The  Bank  of  England  has  a large  capital,  and  keeps  a large 
I ercentage  of  gold  reserve.  The  other  banks  have  small  cai>ital 
(omjtared  with  their  liabilities,  and  keep  ])raetically  no  gold 
I Bserve. 

From  an  examination  of  the  reports  which  are  voluntarily 
I ublished,  it  would  seem  that  the  banks,  otlu'r  than  the  Bank  of 
England,  regard  as  a sufficient  reserve  ten  per  cent  of  their 
i idebtedness,  kept,  not  in  gold,  but,  to  use'  the  words  of  the 
r;>port,  in  “('ash  on  hand  and  at  Bank  of  England,  and  at  call 
o>’  short  notice:' 


The  paid-up  aggregate  capital  of  all  the  joint-stock  banks  of 
I ngland,  Scotland  and  Wales,  including  the  Bank  of  England, 
ii,  only  09,000,408  pounds,  or  say  |345,032,040,  with  an  indebted- 
ness in  1800  of  £704,401,307,  or  say  |3,822,000,000. 
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The  paid-up  aggregate  capital  of  the  national  banks  only  of 
the  United  States  at  the  same  date  was  |648, 500,000,  with  an 
indebtedness  of  |2, 015,100,000;  nearly  twice  as  much  capital 
against  a little  more  than  two-thirds  of  the  indebtedness.  These 
figures  show  how  extravagant  in  the  use  of  capital  the  banks  of 
the  United  States  are  compared  with  the  English  systems. 

I have  recently  read  an  ax'ticle  which  claims  that  in  the  state 
and  national  banks  of  this  country  something  over  |G00,000,000 
^ of  actual  capital  is  unnecessarily  locked  up  in  banking  capital, 

performing  no  useful  purpose  and  producing  no  I'eturn. 

That  the  English  banks  with  their  smaller  proportion  of  cap- 
ital to  liabilities  are  safer  than  the  national  banks  is  proven  by 
the  fact  that  since  the  national  bank  act  was  passed  not  an 
English  joint-stock  bank  has  failed,  while  about  1,500  national 
banks  have  failed. 


The  Bank  of  England  swaps  credits  with  individuals  the 
same  as  other  banks,  exceixt  that  it  pays  no  interest  on  balances. 
All  the  other  banks  keep  accounts  with  the  Bank  of  England 
the  same  as  individuals.  The  government  of  England,  like  all 
other  civilized  nations,  except  the  United  States,  has  no  treasury 
or  subtreasuries. 

The  government  therefore  does  business  with  the  Bank  of 
England  the  same  as  individuals  and  the  other  banks.  When 
the  government  needs  currency  it  swaps  its  indebtedness  (repre- 
sented by  excheqxier  bills)  for  a credit  at  the  bank,  and  makes 
its  disbursements  by  checks  on  the  bank.  The  Bank  of  England, 
therefore,  holds  all  the  gold  reserve  of  all  the  banks  and  of  the 
government.  But  there  is  no  law  requiring  the  reserves  of  other 
banks  to  be  kept  at  the  Bank  of  England.  The  evident  advan- 
tage to  all  concerned  is  the  sole  reason.  It  is  an  economy,  be- 
cause it  requires  a much  smaller  quantity  of  gold  than  would  be 
necessary  were  the  reserve  divided,  and  because  it  saves  a a ast 
amount  of  transportation.  The  enormous  clearings  of  London, 
the  chief  exchange  city  of  the  world,  by  reason  of  the  Bank  hold- 
ing the  entire  reserve,  are  effected  by  means  of  checks  on  the 
Bank  of  England,  without  any  cartage  of  money  (gold)  through 
the  streets  of  London. 


As  there  is  no  law  requiring  the  banks  to  kee]j  a ininiinuin 
percentage  of  reserve,  there  is  no  scrambling  between  each  other 
to  maintain  the  individual  reserve,  which,  if  slightly  depleted  in 
any  day,  naturally  readjusts  itself  in  a few  days,  and  there  is 
consequently  no  stoppage  of  the  business  of  ci‘(*dit  swapping  on 
the  part  of  the  banks,  or  disarrangement  of  commercial  affairs 
on  that  account. 

The  Hank  of  England  maintains  the  aggregate  reserve,  which 
the  experience  of  the  panic  year  of  1S!)3  proves  is  not  a difficult 
task,  as  gold  which  is  withdrawn  from  one  bank  only  leaves  the 
vaults  of  the  Bank  of  England  to  be  immediatelv  returned  bv 
another  bank,  such  withdrawals  seldom  ha]>pen  in  the  workings 
of  domestic  exchanges.  Therefore  the  principal,  practically  the 
sole,  leakage  of  reserve  is  for  exportation,  when  the  conditions  of 
the  foreign  exchanges  are  adverse. 

But  as  all  the  gold  which  is  exported  from  England  is  with- 
drawn, and  all  the  gold  which  is  imported  goes  into  the  Bank  of 
England,  the  officers  of  the  bank  have  a complete  knowledge  of  the 
Kuidencies  of  the  foreign  exchanges,  and  tln^  available  supply  of 
gold.  ’When  the  exchanges  are  adverse,  if  the  bank  has  a super- 
abundance of  reserve,  no  hindrance  is  ])ut  in  the  way  of  (exporta- 
tion; but  if  there  is  no  abundance,  the  bank  interposes  the  most 
effectual  barrier  of  a slightly  increased  rate  of  interest.  The 
wonderful  potency  of  an  increased  rate  to  j)revent  exportation  of 
gold  is  illustrated  in  the  history  of  the  five  years  since  the  panic 
of  when,  with  a balance  of  trade  of  the  almost  inconceivable 
sum  of  1^1,500, 000,000  in  favor  of  this  country,  a slight  excess, 
jirobably  av(uaging  not  more  than  one-half  of  one  p(*r  cent,  in 
ihe  interest  rate  in  London  above  the  New  Yoi'k  rate  has  pre- 
v(mted  this  country  from  depleting  the  reserve  of  the  Bank  of 
England. 

The  enormous  balance  of  trade  in  favor  of  this  countrv,  which 
is  so  large  that  it  could  not  possibly  have  been  paid  in  gold,  by 
this  intelligent  method  has  been  adjusted,  partly  by  returning 
American  securities  and  partly  on  an  interest  basis.  In  a few 
years  the  balance  will  turn  the  other  way,  and  thus  even  up 


iigain. 


The  gold  reserve  of  the  banks  of  this  country  since  the  national 
hanking  act  has  been  held  bv  the  laiited  Slates  treasurv.  The 


banks  have  not  had  oi)cn  accounts  with  the  treasury,  but  instead 
the  credit  of  each  bank  at  the  treasury  has  been  represented  by 
greenbacks  and  silver  certificates. 

In  settling  differences  at  the  clearing  houses  the  banks,  in- 
stead of  giving  checks  on  the  treasury,  have  carted  greenbacks 
about  the  cities.  The  treasury,  holding  the  entire  gold  reserve, 
like  the  Bank  of  England,  has  had  the  burden  of  maintaining 
the  reserve  against  adverse  foreign  exchanges;  and  when  the 


balance  of  trade,  including  coupon  payments,  has  1)0*011  against 
this  country,  the  treasury,  being  held  in  the  grasp  of  fixed 
laws,  has  necessarily  managed  the  exchanges  with  the  me- 
chanical intelligence  of  an  ordinary  nickel-in-tlu^-slot  machine. 
After  the  gold  has  been  exhausted  by  the  “endless-chain"  jirocess, 
and  o*xported,  the  government  has  issued  bonds  at  an  enormous 
expense  with  which  to  bring  it  back. 


( 


According  to  the  Economist  of  October,  189G  (the  latest  data 
I have  at  command),  the  banking  system  of  England,  Scotland 
and  AVales  consisto*d  of  107  joint-stock  banks,  with  3,809  branches, 
of  which  eleven  were  branches  of  the  Bank  of  England.  In  the 
manner  which  has  been  described,  these  banks  are  linked  to- 
gether so  as  to  form,  in  the  strictest  definition  of  the  word,  a 
system — “an  assemblage  of  banks  adjusted  into  a regular  whole, 
or  a whole  i»lan  or  scheme  consisting  of  many  parts  connected 
in  such  a manner  as  to  create  a chain  of  mutual  dependencies 
and  supports.”  Of  this  system  the  Bank  of  England  is  the  head, 
the  connecting  link,  aiid  the  backbone,  which  gives  it  strength 
and  solidity. 

Aside  from  the  comparatively  small  amounts  contained  in 
the  various  tellers'  working  cash,  the  entire  amount  of  the  tokens 
of  universal  credit  (gold)  was  held  in  the  Bank  of  England,  and 
in  round  numbers  amounted  to  .f 250,000,009.  But  on  the  ledgers 
of  these  banks  there  stood  to  the  credit  of  an  almost  innumerable 
number  of  customers  scattered  over  the  Enited  Kingdom,  with  a 
sprinkling  in  most  of  the  other  nations  of  the  whole  world,  en- 
gaged in  all  its  diversified  industries,  the  enormous  amount  (in 
round  numbers)  of  .f3 ,300,000,000,  subject  to  check,  of — what?  It 
was  not  money  or  wealth,  but  it  was  currency,  available  as  the 
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mediuni  of  exchange  in  commerce;  it  was  bank  indebtedness, 
which  the  banks  had  issued  in  exchange  for  individual  indebted- 
ness; it  represented  an  indebtedness  of  an  immense  number  of 
individuals  which  had  been  unified,  vitalized  and  mohilized  by 
this  wondei'ful  system  of  banks;  it  was  bank-ledger-credit  cur- 
rency. In  effeet,  it  teas  the  fixed  eapital  of  individuals  represented 
!>>/  some  form  of  eridenec  of  indebtedness  deposited  in  the  bank  and 
tern pora rill/  eoined. 

Now  mark  the  contrast.  With  |345,000,(i00  of  capital  invested 
in  banking,  the  English  system  of  banks  thus  coined  S3, 300, 000,000 
of  bank-ledger  currency,  say,  a fraction  less  than  ten  dollars  to 
one;  while  at  the  same  date,  with  |G48,000,000  of  capital  invested 
in  banking  the  independent  national  banks  of  the  United  States 
thus  coined  f2,028,000,000  of  bank-ledger  currency,  say,  a frac- 
tion more  than  three  dollars  to  one. 


If  the  minds  of  the  voters  could  be  disabused  of  the  idea  that 
the  banks  are  mere  money  lenders,  and  the  people  could  be  made 
to  understand  that  the  banks  are  the  coadjutors  of  the  mer- 
chants, engaged  in  the  important  function  of  coining  the  uncer- 
tain individual  credits  into  a safer  medium  of  exchange,  without 
which  commerce  and  production  must  be  greatly  curtailed,  the 
normal  value  of  property  decreased  and  laborers  deprived  of  em- 
ployment, it  would  not  b<'  difficult  to  repeal  the  restrictions  con- 
tained in  the  national  bank  act. 

ith  the.se  restrictions  repealed,  and  banking  made  as  free 
in  the  United  States  as  it  is  in  England,  it  seems  certain  that 
there  would  arise  some  man  with  the  genius  to  form  a great 
central  bank,  probably  by  consolidation,  with  a capital  of,  say, 
1100,000,000,  having  a head  office  in  the  chief  commercial  center 
I New  York  City),  with  a branch  office  in  each  of  the  other  twenty- 
five  reserve  cities.  This  great  bank  would  be  the  backbone  of  the 
currency  system.  It  would  have  no  exclusive  or  peculiar  priv- 
ileges in  the  law,  but  owing  to  the  fitness  and  the  mutual  ad- 
vantages to  all  concerned,  the  great  bank  would  become  the 
bank  of  the  banks.  The  other  banks  would  become  its  customers, 
keeping  their  reserves  with  it.  The  other  banks,  say,  of  St. 


Paul  and  vicinity,  instead  of  sending  their  reserves  to  banks  in 
distant  cities,  would  keep  them  in  the  St.  I*aul  branch  of  the 
central  bank.  The  banks  in  the  other  reserve  cities  and  vicini- 
ties w’ould  pursue  the  same  policy.  Thus  the  currency  of  the 
country,  instead  of  being  congested  in  two  or  three  great  centers, 
would  be  distributed  over  the  whole  country,  and  immediately 
available  wherever  most  needed. 

The  currency  being  thus  distributed  would  render  the  rates  of 
interest  more  uniform  as  between  the  different  sections,  and 
would  give  an  extraordinary  impetus,  especially  to  manufactur- 
ing in  the  West  and  South,  where  now,  from  a mere  lack  of  cur- 
rency, manufacturing  in  a large  way  seems  impossible. 

In  a short  time  the  other  banks  would  combine  into  systems 
of  branch  banks,  with  head  offices  of  one  or  more  systems  in 
each  of  the  present  reserve  cities,  and  numerous  branches  and 
agencies  reaching  and  carrying  the  banking  facilities  of  a great 
system  of  banks  to  every  town,  village  and  hamlet  in  the  whole 
country.  In  making  these  combinations  of  the  state  and  national 
banks  a vast  amount  of  capital,  estimated  by  some  at  $500,000,- 
000,  and  by  others  as  high  as  $725,000,000,  now  locked  up  in  bank- 
ing capital,  which  would  add  nothing  to  the  safety  and  but  little 
tc  the  profits  of  the  systems,  would  be  left  free  to  engage  in 
productive  industries. 

When  these  organizations  were  accomplished  the  United 
States  would  have  established  a system  of  banking  modeled,  and 
in  all  respects  equivalent,  to  the  English  system,  which  is  regard- 
ed as  the  best. 


The  desirability  of  “taking  the  government  out  of  the  banking 
business”  seems  to  be  generally  conceded,  but  the  conservative 
mind  may  well  hesitate  at  the  proposition  of  retiring  the  govern- 
ment notes,  and  thereby  scattering  the  treasury’s  reserve  of  gold 
among  five  or  six  thousand  independent  state  and  national  banks. 
And  it  may  especially  hesitate  at  substituting  banks  for  the  sub- 
treasuries as  long  as  there  is  no  one  bank  of  superior  importance 
and  prestige.  The  pressure  upon  congressmen  to  secure  a share 
of  the  deposits  for  his  district  would  be  intolerable.  But  with 
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a.  systtan  of  hanks  tlio  fitnoss  of  the  central  hank  (the  bank  of  the 
hanks)  would  he  recofrnized.  With  such  a suitable  agency  estab- 
lished in  advance,  both  the  retirement  of  the  notes  and  the  repeal 
of  the  snbti-easnry  laws  could  be  accomplished  with  safety,  and 
in  smdi  a natural  way  that  the  change  would  not  disarrange  busi- 
ness affairs  for  a single  moment  of  time. 

The  mathematics  of  the  change,  on  the  basis  of  the  treasury 
statement  (if  Ajiril,  the  comptiadler's  report  of  Aiiril  tl,  1800,  esti- 
mating the  state  banks  at  sixty  per  cent  of  the  national  banks  and 
using  only  round  numbers,  and  on  the  theory  that  all  the  other 
banks,  no  longer  being  recpiired  to  kt^ep  '‘lawful  money”  as  a re- 
serve, would  use  national  bank  bills  as  their  working  or  tellers^ 
cash,  wmuld  be  as  follows:  The  treasury  had  outstanding  United 

States  notes  1.340,000,000,  gold  certificates  833,000,000,  certificates 
of  deposit  tact  of  June,  1872),  .821,000,000;  in  all  .8400,000,000.  In 
addition  it  had  outstanding  silver  certificates  8400,000,000,  and 
notes  of  1800,  issued  for  purchase  of  silver,  8!»4,000,000,  making  a 
grand  total  of  .8804,000,000;  against  which  it  held  .8270,000,000 
of  gold  and  .8.■500,000,000  of  silver. 

The  banks  held  as  reserve,  besides  .8400,000,000  of  gold,  .827,- 
000,000  of  g(dd  treasury  certificates,  .8170,000,000  of  “lawful 
money,"  and  |52,000,000  of  silver  certificates,  together  making 
8255,000,000  of  government  paper,  which  could  be  surrendered 
at  once  for  redemption,  which  would  leave  a balance  outstand- 
ing in  the  hands  of  the  public  (which  could  only  be  redeemed  from 
time  to  time  as  the  banks  would  gather  them  by  substituting 
national  bank  notes  in  the  usual  course  of  business)  of  8039,000,- 
000,  against  which  the  treasury  would  hold  824,000,000  of  gold 
and  8500,000,000  of  silver. 

As  the  824,000,000  of  gold  wmuld  be  no  more  than  a reasonable 
working  balance  for  the  treasuiy,  the  8039,000,000,  or  say  8(!50,- 
000,  wmuld  be  approximately  the  amount  of  bonds  the  govern- 
ment would  have  to  issue,  and  the  amount  of  national  bank  notes 
which  would  have  to  be  issued  to  clean  up  the  various  kinds  of 
notes  and  certificates  of  the  treasury.  If  the  banks  were  allowed 
to  issue  notes,  free  of  taxation,  against  these  8050,000,000  of  re- 
demption bonds,  at  par,  they  could  afford  t(>  take  them  from  time 
to  time  as  re.piired,  at  14,  possibly  1 per  cent,  payable  at  f//e 
pleasure  of  the  (jorennuent. 
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Taking  the  bonds  from  time  to  time  as  required,  and  making 
them  payable  at  the  pleasure  of  the  government,  would  rialuce 
the  interest  charge  to  a minimum,  and  would  enable  the  trt^asury 
to  sell  its  silver  to  the  best  advantage,  gradually,  as  the  market 
would  take  it,  and  retire  bonds  with  the  proceeds;  using  the  cen- 
tral bank  as  the  fiscal  agent  of  the  government  and  doing  away 
with  the  subtreasuries  would  proliably  save  in  expens(*s  as  much 
or  more  than  the  interest  on  the  redemption  bonds. 

These  things  accomplished,  the  United  Static  would  have  a 
system  of  banking,  with  a gold  reserve  held  in  the  central  bank 
(the  bank  of  the  banks)  of  the  extraordinary  sum  of  8fi79,0(H),000, 
a larger  single  pile  of  gold  than  was  ever  aggregated  in  the 
world's  history.  It  is  four  times  the  norntal  or  average  reserve 
of  the  Bank  of  England.  With  such  a system  of  banking  and 
such  a gold  iM^serve  the  supply  of  curivney  in  the  United  States 
would  b(*  ]!ractically  unlimited.  Nearly  the  total  capital,  and, 
if  necessary,  the  wealth,  of  the  whole  country  could  be  mob- 
ilized and  made  available  as  a medium  of  exchang(v  In  strict 
accordance  with  the  law  of  suj)ply  and  demand,  the  interest  rates 
would  b(*  lower  than  in  anv  other  conntrv. 

« f 

The  future  commercial  crises  would  not  be  complicated  with 
currency  panics;  therefore  the  reasonable  normal  values  would 
be  sustained,  and  solvent  men  would  not  be  forced  into  bank- 
rui»tcy  and  laborers  deprived  of  employment. 

The  commercial  supremacy  of  the  United  States  would  be 
assured,  and  New  York  would  become  the  principal  exchange  city 
of  the  world.  The  national,  state,  municipal,  railway  and  other 
securities  now  held  abroad  would  be  brought  home,  and  the 
United  States,  instead  of  a debtor  nation,  paying  tribute  in  com- 
missions and  interest,  would  become  a creditor  nation,  levying 
tribute  in  tiie  form  of  commissions  and  interest  upon  the  com- 
merce and  ]>roductive  industries  of  the  whole  world. 
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Tlie  only  legislation  which  is  desirable  'do  reform  the  cur- 
rency” is : 

First— A repeal  of  the  restrictions  contained  in  the  national 
banking  laws,  so  that  banking  may  be  free. 

Second  After  a system  of  banking  shall  have  been  estab- 
lished under  a free  banking  law,  the  retirement  of  the  treasury 
issues,  and  the  repeal  of  the  subtreasury  laws,  and  making  the 
central  bank  the  fiscal  agency  of  the  goveinment. 
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